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A METHOD OF DISTRIBUTING 
FACTORY PAYROLL*
This article illustrates a method of distributing payroll in a 
plant which manufactures special electrical apparatus to a large 
extent, and also deals with a method of fully absorbing the payroll 
in the cost of the product. While a number of methods exist which 
may accomplish these results satisfactorily, the method used de­
pends largely upon the character of the business and not simply 
upon the needs of accounting. The method selected must provide 
all the necessary checks required for the effective control of the 
payroll expenditures and the absorption of the payroll in costs.
Under one system adopted, methods were devised for accom­
plishing the following checks and precautions: 1. To prevent the 
company from paying more or less than had actually been earned 
by any employee. 2. To distribute money paid, over those depart­
ments in which the expense had actually been incurred, and also 
against the proper work orders, thereby enabling the management 
to determine the cost of direct and indirect labor in any department, 
and also for each order and class of product. 3. To provide the 
mechanism for fully absorbing the entire payroll in the cost of the 
product.
D irect a n d  I ndirect  L abor
Labor in any factory is usually divided into three classes, office 
help, direct labor, and indirect labor. These classes of labor are 
paid on a weekly or monthly basis, hourly or piece work basis, and 
hourly basis, respectively. The office employees are paid on the 
basis of a fixed weekly compensation. Deductions are not made 
for lateness or absence except where the time out exceeds one week 
during any calendar year. The supervision of attendance is left 
entirely to the head of each department. Direct labor, whether 
paid on a straight hourly basis or on a piece work basis, is a direct 
charge against the cost of the article produced. Indirect labor is 
treated as an overhead expense. The distribution of this expense 
is as vital a factor in the cost of the product as direct labor, and 
consequently great care should be exercised in distributing this 
expense indirectly to the cost of the goods produced. Much thought
*This article is based upon a paper read before the Boston Chapter.
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should be given to charging labor directly against the proper depart­
ment or article in order to leave as little as possible for apportion­
ment through any general account. Indirect labor is not always of 
the nature of “ caretaking” , for example, and in many cases labor 
is classified as indirect in order to simplify the accounting, and to 
economize the clerical distribution of the time card reports and 
cost computations. For example, inspection of the product is 
treated as indirect labor, although in many cases this can be charged 
directly against the product. The truckmen who move partially 
finished products from one department to another perform a direct 
service on account of the individual orders moved, but owing to the 
number and variety of the individual orders handled in a day, it 
would not be feasible to prorate the exact time on each order. For 
the purpose of economy, therefore, it is convenient to consider the 
truckmen’s labor as indirect expense and to distribute his time 
through the overhead accounts. Other labor of this nature is 
engaged in annealing and washing the product.
P a y  P eriods
Most employees are paid each week on Saturday for the week 
ending the preceding Tuesday night, thus leaving three days for 
making up the payroll. While this is slightly longer than necessary, 
it allows for a holiday should one occur during the latter part of the 
week. Officers of the company and heads of departments are paid 
on a monthly basis.
Clock  R eg istration s
All office and factory employees must ring “ in” and “ out” on a 
recording clock. As many as four or six registrations may be made 
during one day. These are made on the removable tapes in the 
clock. The tapes for the factory employees are sent to the cost 
department for checking and determining the number of hours 
worked as against the total hours indicated on work-time cards, 
which are issued and figured independently of the clock tapes. The 
factory employee, whose record on the clock tape shows nine hours 
for the day, must report a total of nine hours on the work-time 
cards issued. There is one card for each order on which he has 
worked during the day. These work-time cards are designed to 
be used in connection with a clock recorder. This device indicates 
the elapsed time on the job as a result of the card being punched 
at the start and at the finish of each job.*
The success of any time clock registration depends upon the 
employees making such registrations for themselves alone. Under 
no circumstances should an employee be permitted to ring for an­
other. Some person should be designated to remain at each regis­
tration station and to report any employee who violates this rule.
*See Forms 1 and 2 on page 5.
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Another check is provided by the gateman’s report which shows 
the names and key numbers of all employees who leave the plant 
during working hours. Neglect to ring the time clock raises some 
problems which have to be settled individually. Fines imposed for 
not ringing the time clock have proven very instrumental in keep­
ing the time registrations reasonably correct.
Form 1. Day Work Time Card. 
(Size 3 x 5)
Form 2. Piece Work Time Card. 
(Size 3x5)
E s t a b l is h m e n t  of W ages R ates
The original wage rate of an employee is usually established 
by the employment department when the employee is hired. The 
notification sent to the superintendent’s office includes the wage 
rate agreed upon. When the new employee first reports for work, 
he is assigned a key or clock number by the superintendent’s office. 
A notice is then sent to the treasurer’s office giving the employee’s 
name, key number, wage rate. This information in addition to 
other data appears on the employee’s record.* This information is 
entered on the payroll for the period. As soon as practicable, an 
addressograph plate is made which shows the name, key number, 
and hourly or weekly rate of the employee. Duplicate payroll 
sheets are made up each week on the addressograph machine, one 
for the treasurer’s department, and one for the cost department.
*See Form 3 on page 6.
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In assigning key numbers, separate blocks of numbers are used for 
employees in the office departments, and for each factory depart­
ment. The payroll sheets are arranged by key numbers so that it 
is possible to separate and draw off the actual payroll for each week 
by departments.
The payroll sheet has the following columnar arrangement: 
clock number, name, weekly rate, hourly rate, hours regular time, 
hours overtime, and total amount. The computed actual daily earn­
ings for each employee are posted on these sheets and are cross 
totalled each week. The postings of the daily earnings of employees 
are made to the section of the payroll sheet at the right of the 
columns that are provided for the postings of weekly earnings. By 
this arrangement the payroll sheet shows the daily as well as the 
weekly earnings.
Form 3. Employment Record. (Size, 8x5.) Back. 
6
Ch a n g e  in  W age R ates
Whenever it is desirable or necessary to change the wage rate 
of an employee, the recommendation for the change must be made 
out on a wage increase card by the foreman or head of the depart­
ment and submitted to the superintendent for his approval, and also 
to the factory management committee. If the change is approved, 
the new rate is posted on the employment record (See Form 3) 
and the approved wage increase card is sent to the treasurer’s office, 
the new rate indicated thereon being posted to the employee’s rec­
ord card mentioned above which thereby becomes a permanent 
service record. All adjustments in wage rates are put into effect 
on the first of the payroll period, thus avoiding two rates for any 
employee for the same payroll period.
E m ployees  L eavin g
Whenever any employee quits, a discharge card or foreman’s 
report is made out by the foreman or head of the department, the 
reason for leaving being indicated. These reports are helpful in 
determining the reasons for labor turnover, and enable the manage­
ment to apply remedies which will increase the stability of labor. 
The discharge card is forwarded to the treasurer’s office after the 
foreman is certain that the employee has turned in all tools and 
other properties of the company which he had. The worker’s name 
is then removed from all copies of the payroll.
W ork  Orders
Employees who work on an hourly or piece work basis are re­
quired to report their activities on individual work-time cards. 
These are charged to the associated work orders. Two classes 
of work orders are issued: 1— Production, assembly, and equip­
ment orders, and 2—indirect labor orders.
The production orders are serially numbered. Indirect labor 
is reported on a series of standing orders, C-1 to C-7 inclusive, 
issued for each department. The latter class of orders covers 
supervision, clerical expense, the handling and care of stock, 
(whenever this may be required) the care of machinery and equip­
ment within the department, the sweeping or cleaning of the de­
partment (whenever this may be required) * lost time of the fore­
men who are paid on a weekly salary basis, and idle time incurred 
by workers in a department because of lack of orders or work or 
for other reasons.
The time cards are later posted against the production orders 
or indirect labor orders. First the time cards are checked with the 
payoll tapes for each employee in regard to the hours worked. The
*Ordinarily the grounds and building department takes care of sweeping 
and cleaning.
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cards are then distributed departmentally under the heading of 
direct and indirect labor orders, and are summarized for each de­
partment for each day on the labor distribution sheet under the head­
ings Total Direct Labor Hours, Total Indirect Labor Hours, Total 
Direct Labor Payroll, Total Indirect Labor Payroll. This sheet 
also has a column for the overhead applied. The sum of the direct 
and indirect labor is checked departmentally against the payroll, 
figured independently in the treasurer’s office from the tapes for 
those employees who work on an hourly basis, and from piece work 
reports. All tapes are then pasted in suitable books, each page of 
which provides an attendance record for every employee for the 
entire payroll week. Any complaints regarding shortages can 
usually be settled by reference to this attendance record.
T h e  I ssue of T im e  Cards
Work-time cards as stated elsewhere are designed for use in 
connection with the operation of the clock recorder and provide 
for fifteen minute distributions. This allows as close a division 
of time as is reasonable for this class of work. There are other 
recording devices which provide for six minute working periods 
by dividing an hour into tenths. While these shorter periods facili­
tate the figuring of costs, the distribution is somewhat too close for 
this work. Whenever possible, the time cards are made out in 
advance of the actual starting of the work in order to anticipate 
the different jobs, and to prevent lost time on the part of the work­
men and idle machines. These time cards are prepared by the 
foreman in accordance with the schedules provided by the schedul­
ing department. By making out these tickets sufficiently in advance 
of the actual work requirements, it becomes possible for the work­
man even in the temporary absence of his foreman to begin work 
on the next job without losing time. Work-time cards are filed in 
separate clips or containers together with the associated produc­
tion orders and blueprints. In this manner all the necessary labor 
data as well as raw materials are provided in advance of operations. 
When the workman starts a job, he punches the time card and re­
tains it until the completion of the order (if accomplished on the 
same day) or until the end of the day. At the close of the day the 
cards are checked by the foreman and sent to the cost department 
early the next morning. Every person working on an hourly or 
piece work basis is required to report his time on these cards which 
are then posted to a production, assembly, or equipment order. If 
a workman is required to wait for his next order because of condi­
tions that neither he nor his foreman can control, he should charge 
the time lost (provided it is in excess of the minimum operating 
period of fifteen minutes) to a lost time order, C-7. The total of 
such lost time is computed and charged to the department over­
head. A monthly report is prepared and sent to each foreman in 
which the overhead expense of his department for the period is
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analized. The foreman is held responsible for those items which 
are within his control. In the case of lost time the foreman must 
explain the reason for the necesity of reporting lost time. This 
procedure prevents the making of erroneous cost returns and the 
posting of exaggerated labor costs against any particular job. It 
also is of assistance in checking the effectiveness of the schedules 
as provided by the scheduling department.
T ra n sfe r  of L abor
With the method of issuing time cards which has been described 
— one for each man and one for each job—it is possible to overcome 
the more or less perplexing problem of accounting for labor tem­
porarily transferred from one department to another. In such 
cases the employee reports his time on separate time cards from 
each department. That is, if he has worked on two jobs in depart­
ment A, he will report on two time cards from department A, one 
for each job. Upon his transfer to department B, he will report on 
as many time cards bearing that department designation, as there 
were jobs worked on. The employee retains the same key number, 
and it is therefore impossible for him to receive duplicate compen­
sation. The time cards, when assorted by key numbers by depart­
ments and by job order numbers, as explained in this article, permit 
of accurate checking with the time clock tapes for the payroll, for 
the distribution of labor departmentally, and for the costing of the 
individual orders. The same methods apply when the employee is 
assigned to indirect labor tasks. In these cases the worker reports 
his time under the indirect labor order numbers, and for the depart­
ment in which he has been employed. By this method, it is not 
necessary to provide any special transfer slips or reports whenever 
a worker is temporarily transferred from one department to another. 
Furthermore, it is possible to follow a single standardized method 
for reporting direct and indirect labor returns.
Overtim e  T ickets
Whenever it becomes necessary for an employee to work over­
time, overtime cards are issued and handled in exactly the same 
manner as the regular time cards. Overtime cards must be in­
dividually approved by the superintendent before they are forwarded 
to the cost department, thus providing a control on the amount of 
overtime work spent in the various departments. These cards are 
printed in red. They are used because higher hourly rates are paid 
for overtime work.
E m plo yees ’ P ass  T ickets
Pass tickets are used when an employee leaves the factory at 
irregular hours. These tickets are signed by the foreman and are 
delivered by the worker to the door man. This procedure is neces-
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sary because the usual time recording clock allows only six regis­
trations, and if an employee takes an hour off during the usual 
working period, and registers at the beginning and close of that 
period, the time out would not be indicated on the clock tape. The 
door man indicates on the pass card the time the employee returns. 
The cost department is thereby furnished with information of the 
total time out. No employee is permitted to return to work until he 
has returned the pass card to his foreman, who in turn sends the 
card to the cost department with all other time cards. In this 
manner any discrepancy between the work tickets and the clock 
tapes is reconciled. The watchman or gate keeper should not allow 
any factory employee to enter the factory during irregular hours 
without issuing or posting one of these pass cards. Most of the 
time clocks permit of six registrations. Pass tickets are usually not 
required for overtime periods.
V alu e  of A u to m atic  T im e  S t a m p
Many concerns get costs which are more or less inaccurate be­
cause they use a daily report card which shows the distribution of 
the workman’s time over a number of jobs, leaving it to the in­
dividual workman to estimate at the close of the day the amount of 
time spent on each job on which he was employed. In such cases 
the workman’s chief aim usually is to arrive at the total number of 
hours spent in the factory and his distribution is determined by 
guess or his judgment as to a fair amount to charge against the 
order, and by a desire to avoid criticism of his foreman for excess 
time. At best this practice is nothing more than an exercise in 
mental arithmetic. Hence automatic time registers which show 
the elapsed time on an order are desirable. Thus the workman 
becomes his own time keeper in that he is required to punch the 
ticket at the start and the close of the job. Under this procedure 
more consistent returns usually result.
P osting  of T im e  Cards to W ork  Orders
The data indicated and computed on the individual time cards 
for work orders are again assorted by order numbers and posted 
on the back of the associated production, assembly, or equipment 
orders under the columns headed Key No., Date, No. of Hours, 
Wage Rate, and Total Labor Cost. A copy of each production and 
assembly order issued is furnished the cost department on a special­
ly ruled sheet, the blank side being used for transferring the copy 
of the shop order.* This method provides a permanent record of de­
partmental costs for each article as well as a permanent record of 
the operators engaged on the particular order.
*See Form 4 on page 11.
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Oth e r  M ethods  for P osting
There are other methods for gathering and posting labor costs 
to the associated work orders. One method is to file and hold the 
individual time cards assorted by order numbers until the com­
pletion of the order. These cards are then totalled, the totals be­
ing posted to a cost summary sheet or card. Another method is to 
file and hold the cards, assorted by operator’s key numbers until 
the end of the payroll period, when the official payroll is checked 
with these cards instead of daily as indicated in the foregoing par­
agraphs. Whenever tabulating machines are used, one of these 
methods is usually followed. There is a disadvantage, however, 
in holding the cards until the end of the payroll period in plants 
where jobs are taken on a cost-plus basis. Usually work is com­
pleted during the payroll period, and compilation of costs on any 
order disturbs the filing arrangement and procedure, because of the 
necessity of rearranging the work tickets by order numbers in 
order to determine the cost of any particular order. It is possible, 
however, in some cases to delay the costing of orders until the 
end of the payroll period.
D istribu tio n  of Office  P ayroll
The office payroll is distributed so as to indicate the charge 
against each department for labor employed in that department. 
In many cases an office employee may serve two or more 
departments. In such cases it is necessary to prorate his 
salary in proportion to the services rendered for the benefit
Order No. LABOR AND OVERHEAD
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Form 4. Cost Copy of Production Order. (Size, 8½x11.)
of the several departments. Several persons on the treasurer’s 
staff, for example, may be engaged in factory and sales office ac­
counting. The division of their time is estimated, and their salaries 
are prorated against the factory and the sales office, the sales 
office accounts being entirely distinct from the factory accounts. 
In so far as possible, the practice of charging labor to a factory 
general account should be avoided. The pay of the telephone 
operator is charged to the factory general account, inasmuch as it 
serves all departments of the factory. Unless some such pre­
caution is taken, a factory general account becomes more or less 
of a “pool” for a great many charges, and an analysis of such 
expenses is practically impossible. The total office payroll is then 
absorbed in a general supervision account, so-called, and distributed 
through the overhead account on the basis of direct-labor hours in 
each department. That is, the amount charged to each department 
is determined by the ratio of actual direct-labor hours in that de­
partment to the total direct-labor-hours of the factory for the cor­
responding period.
P iece W ork
There have been few plants, if any, where the installation of 
an effective cost system has not sooner or later been followed by 
some form of incentive wage payment plan, whereby additional 
reward is given to the individual for additional effort and greater 
production. In discussing the distribution of payrolls, piece work 
must therefore be considered. Many systems are in general oper­
ation to-day whereby wages are determined on the basis of piece 
work or bonus work. All of these require careful supervision and 
expenditure of effort in the maintenance of adequate records and 
in the preparation of the payroll. In the plant in which the system 
under consideration was installed, piece work was established on 
the basis of paying a bonus for extra effort on the work performed. 
The rates were determined on the basis of a fair day’s work for a 
man of average ability working under the best conditions avail­
able. Unless piece rates have been properly set at the start, any 
such method is worse than useless. If the rate is too low, the 
operator becomes dissatisfied; if too high, there is a tendency to 
limit production and to earn that which each individual operator 
feels is the most that the company will stand for. If operators of 
limited ability earn exceptionally high wages, other workers be­
come dissatisfied because of their inability to get these excessive 
wages. It has been found that foremen are usually not qualified 
to determine proper piece rates. They do not consider the best 
speeds, feeds, waste motions, reasonable rest periods, etc., nor have 
they any records by which to be guided. It is necessary, therefore, 
that cost records be consulted and time studies be made in one way 
or another, not necessarily with the stop watch, but by careful 
analysis, computation, and comparison. Employees engaged on 
piece work are guaranteed their hourly rate. In this way piece
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work is encouraged and no employee can lose by working on a 
piece work basis. This guarantee becomes really superfluous in 
most cases because a very large percentage of employees earn a 
bonus over their hourly rate. It must be realized, however, that 
piece workers must not be permitted to work whenever and in 
such manner as they please. They are furnished certain equipment 
by the company and they must keep such equipment as busy as if 
they worked on the day work basis. Otherwise there will be idle 
equipment which results in failure to absorb the overhead expense. 
Consequentily, it is necessary to record the time spent on every 
piece work job. This procedure makes it possible to determine 
what workers have not earned their hourly rates; and also the 
hourly rate earned, and the amount of overhead to apply.
The control of piece work performance and earnings has been 
provided for in the following manner: An employee engaged on 
piece work reports his time at the start and finish of the job in 
the same manner as an employee engaged on the day work basis, 
except that he uses a different colored time card so that piece work 
jobs may be readily distinguished from day work jobs. In addition 
to the employee’s name, key number, and order number recorded 
on the day work time cards, the following additional information 
is entered on the piece work time cards in the spaces provided for 
that purpose, namely, name of piece, piece number, drawing or 
specification number, description of operation, and the piece work 
rate.
The foreman or his representative supervises, as in the case 
of day work, the punchings of all time cards at the start and finish 
of each piece work operation, and checks them for correctness be­
fore forwarding them to the cost department. In cases where em­
ployees are engaged on piece work during only part of the day, 
precaution is taken to prevent any such employee having more 
than one production order to work on at any one time, except where 
the rate set is contingent upon two jobs or two operations being 
performed at the same time. Proper credit for all piece work 
performed is obtained by the use of piece work credit slips.*
Upon completion of an operation, the foreman or his clerk 
fills out the piece work credit slip in triplicate, (each copy being 
of a different color) specifying the department number, order 
number, employee’s name, key number, name of the piece, piece 
number or other symbol number, brief description of the opera­
tion, piece work rate, total number of pieces called for on the order. 
He indicates by a check mark in the space provided whether the 
parts delivered are a complete, partial, or final delivery on the order. 
The slips are signed by the foreman and the three copies are then 
forwarded to the inspector for the department who is required 
to inspect all material within one week after submission. It has
*See Form No. 5 on page 14.
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been found that where work is done on a piece work basis that 
there is a marked tendency to speed up production at the expense 
of the quality, which raises the problem of quality versus speed. 
Hence, the work must be carefully inspected for quality as well 
as quantity before the operator is credited with his earnings. The 
inspector enters upon the piece work credit slip the number of 
pieces received, number of pieces passed, number of pieces re­
turned for correction, the number of pieces rejected as beyond re­
pair and signs the three credit slips. He sends the original (white) 
copy to the cost department and the remaining two copies to the
Form 5. Piece Work Credit Slip. (Size, 6x4.)
foreman, who retains the white copy for his own files, and passes 
the yellow copy to the employee who performed the work as his 
record of the number of pieces passed by the inspector for which 
the employee will receive credit. The piece work earnings are 
computed from the credit slips.
All piece work rejected for correction or for additional work 
because of the employee’s fault is returned to that employee for 
additional work, and the additional time is charged to the original 
order and reported on the piece work time card in the usual man­
ner. The guarantee referred to is based on the number of pieces 
completed as against the total time spent. Hence, the order be­
comes the basis of computation. Correction of faulty work for 
which the employee is not responsible is not accomplished by the
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original order but through the issuance of a correction order by 
the inspection department.
Because of the guarantee referred to, a special payroll sheet is 
made up for all employees working on a piece work basis on which 
is posted not only their piece work but also their day work. This 
sheet provides a record for each employee showing all the order 
numbers on which he worked, the time spent on each, whether on 
day work or on piece work, the number of pieces passed by the 
inspector for which the employee is to receive pay. The time spent 
is taken from the time cards, and the earnings from the credit 
slips. The net bonus is calculated on the completion of the order 
on the basis of the earnings on straight piece work as measured 
against the earnings on day work. The total amount earned, as 
indicated on the piece work credit slips, is posted daily to the pay­
roll distribution sheets, and at the end of the week adjustment is 
made to cover advance payments for such cases where the worker 
has not completed the job, or inspection has not been made. In 
these cases the worker receives his regular hourly earnings. Piece 
work earnings, as computed by the foregoing method, together 
with the actual time spent on the individual jobs, are then posted 
to the associated production orders in the same manner as in­
dicated for day work. Upon completion of the production or as­
sembly order, the time and the number of pieces credited for the 
various piece work operations is checked against the time appearing 
on the piece work payroll; and also for the number of pieces 
called for on the order and delivered, as against the number of 
pieces reported as finally inspected as shown by the inspection 
department records. Record is kept on the piece work earnings 
for each employee, and also of the earnings made on each piece 
work operation. This record is obtained by transferring each 
week the information from the piece work payroll to the perman­
ent card records. In this way it is possible to determine at all 
times the average earnings of each worker, and proper action can 
then be taken with regard to those who have not earned their hourly 
rate. The record thereby provides the necessary information for 
determining the efficiency of any worker, and the foreman’s at­
tention is called to all cases where the worker does not earn a bonus 
for the entire week. The second record permits of determining 
the accuracy of the piece work rate in that it shows each worker’s 
earnings with respect to each particular job. Hence, it is not only 
possible to determine the best and poorest performances, but also 
to determine the average performance.
Cost Su m m a r y  Card
A cost summary card* is kept for each and every piece, show­
ing the actual material, labor and overhead costs by departments, 
and also the number of hours spent for the completed quantity.
*See Form 6 on page 16.
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This record is useful for comparisons and time studies. It shows a 
standard time and cost value for each department. These values 
are determined by computation and analysis of previous records 
kept for the piece, or on similar pieces. This “ standard,” so-called, 
is used as a measure to determine whether or not any individual 
cost is excessive. Whenever there is any radical excess cost, or 
where there is a materially lower cost than previously reported, 
the differences are investigated, and possible remedies or cor­
rections are made. In this way even the day work records are
Form 6. Cost Summary Card. (Size, 8x5.) Front.
Form 6. Cost Summary Card. (Size, 8x5.) Back.
checked, the excess costs being brought to the attention of the 
foreman or to the head of the department who is responsible, and 
permanent remedies are applied. Sometimes the difference is due 
to a poor worker, poor tools, inefficient methods, or hard castings. 
In every case, howover, a remedy is sought and subsequent orders 
are watched to see that the remedies are actually applied.
Experience in connection with piece work has shown that the 
chief difficulty is so far as the worker is concerned is due to the 
lack of understanding of the methods for computing the payroll. 
In maintaining any piece work system, particularly where a bonus 
element is involved, care should be taken to fully inform the workers 
of the methods for computing their earnings in order to prevent 
possible misunderstandings and dissatisfaction.
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Labor Statistics
Statistics of labor costs are vital to factory management, not 
only with respect to the comparative costs on individual orders, 
but also in regard to the entire labor situation. With data ob­
tained and distributions made as explained, and where reports 
are available both for individual orders and individual workers, 
it is possible to furnish weekly or monthly reports of direct and in­
direct labor costs by departments; the ratios of indirect labor to 
direct labor in every department; the cost of indirect labor in every 
office department; the relationship of indirect labor to the total 
overhead account; the average rate per hour for direct labor; the 
average rate per hour for indirect labor; and the percentage that 
the total overhead expense bears to the direct-labor cost. Where 
overhead expenses are absorbed in the cost on an hourly rate basis 
labor reports will show by comparison how much of the overhead 
cost charged to each department has been over-absorbed or under- 
absorbed during the operating period. All such information can be 
charted graphically for each monthly or weekly period, and the 
relation of labor costs with reference to the jobs, departments, 
or the factory as a whole can be shown. This information is of 
extreme value at the present time, and aids in determining the 
action to be taken in order to reduce the cost of operations. Usually 
when work slackens, a number of direct labor workers are dropped 
from the payroll, and the ratio of indirect labor to the direct labor 
becomes increasingly large. By maintaining the kind of statistics 
indicated, it is possible to determine where cuts must be made in 
indirect labor in order to reduce the overhead organization to meet 
with the needs of the occasion. It is rarely possible to keep this 
ratio constant, because it is much more difficult to develop new 
office workers for the responsibilities required of them, than it is 
to train direct labor. Hence, we are loath to make drastic cuts. 
Maintenance of charts, which show the relationship of indirect 
labor to direct labor by departments, prevents the practice of charg­
ing the excessive time actually incurred on any particular job as 
indirect labor. In dull times it is a common practice for foremen 
to report excessive time taken on any job as indirect labor, and 
unless these accounts are carefully checked, the direct labor costs 
reported will be consistent and reasonable, but the total payroll 
will not be properly absorbed except through the increase of the 
overhead rates. This tendency may be quickly discovered, and 
can be checked where statistics and charts showing the relation­
ship of direct labor to indirect labor are maintained. Any distri­
bution of payroll should be made not only with the idea of fully 
absorbing the cost of labor in the cost of the product, but also of 
permitting a basis for comparison of individual and general results 
by which the management can be governed when taking required 
action for varying conditions and emergencies.
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